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impesrions DG. ABBOTT, O.CoyMIP., 
Minister of Finance, 
OTTAWA. 


DEAR SIR, 


In accordance with the provisions of the Foreign Exchange 
Control Act, I am hereby submitting a report of the opera- 
tions of the Exchange Fund Account for the year 1951. 
Annexed is a statement of the assets and liabilities of the 
Exchange Fund Account as of December 31, 1951 and a 
statement of the revenue and expenditure of the Account in 
1951 with comparative figures for 1950. 


Changes in Canada’s Official Holdings of Gold and Untted 
States Dollars 


Canada’s official holdings of gold and United States 
dollars at the end of 1951 consisted of $841-7 million in gold 
and $936-9 million in United States dollars, both expressed 
in U.S. funds, a total of $1,778-6 million. Changes in holdings 
since 1945 are as follows: 


Canada’s Official Holdings of Gold and U.S. Dollars 
(millions of U.S. Dollars) 


Other 
Exchange Fund Government Total 
Account and of Canada 
Bank of Canada Accounts Gold and 
Gold U.S. Dollars U.S. Dollars U.S. Dollars 
WO Ly LO Soe ok aw 353-9 922-0 232-1 1,508 -0 
Wec2o) 19a ree 536-0 686-3 22°6 1,244-9 
Detisg 11047 . 292816. 286-6 171-8 43-3 501-7 
Weac.234;; 1948046 . 13: 401-3 574°5 22-0 997-8 
a Sli DAO ole acs 486-4 594-1 36-6! LADS: 
Rice aoe LOU tees Ge. 6 580-0? 1,144-9 16-6 1,741-5? 
Ni arr ss UID linus oa. 610-4 1 027« 7 15-3 1,653 -°4 
Taine 30, L9dbamced - 645-7 1,024 -0 13-3 1,683 -0 
Septy 30,195 bn. lt ce 682-6 902-9 24-6 1,610-1 
OC S45.) ke oe ee Oa Lee 899-5 37-4 1,778-6 





1 Exclusive of $18-2 million set aside out of the proceeds of a refunding issue for 
the purpose of retiring on February 1, 1950, a security issue guaranteed by the Govern- 
ment of Canada and payable in United States dollars. 
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Factors Affecting Official Reserves 


Canada’s official gold and U.S. dollar reserves rose by 
$37 million in 1951, compared with an increase of $624 
million in 1950. 


Effect on Official Gold and U.S. Dollar Reserves of Major Items in 
Canada’s Balance of Payments, 1950 and 1951 


(millions of Canadian Dollars) 


Current Account 1950 1951 
United Statestc:. (2! cl tro erate ese eerie fae! — 403 —955 
Sterling*Ared fee. see ote ee eee ee + 5 +191 
Other’ Countries Vy", 4 see Pe ae + 69 +240 

— 329 — 524 


Capital Account 


Capital items, including exchange adjust- 
ment, errors Ana Omissions... +. eee +953 +561 


Change in official reserves (U.S. $)......... +624 + 37 


As in 1950, the official gold and dollar reserves increased 
in spite of a large current account deficit, owing to a heavy 
net inflow of capital from abroad. The increase in the reserves 
was much smaller than in 1950, however, partly because the 
current account deficit was almost $200 million greater than 
in the previous year, and partly because the net inflow of 
capital was about $400 million less. The details of this capital 
inflow are discussed later in this Report. 


During 1951, the characteristic pattern of bilateral 
disequilibrium in Canada’s current payments and receipts 
was again sharply accentuated after an interval of a little 
over a year in which trade with each of the principal trading 
areas had been brought comparatively close to balance. The 
current account deficit with the United States increased to 
$955 million, close to its 1947 peak; with other areas the 
imbalance, though not so large as in some earlier years, was 
much greater than in 1950. 


The annual totals of the balance of payments in 1951 
conceal marked shifts which occurred in the course of the 
year. Throughout the first half of the year there was a trade 
deficit each month, amounting to $341 million in aggregate; 
in the second half of the year there was an export surplus in 
all months except one, totalling $219 million. 
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CANADA’S BALANCE OF INTERNATIONAL PAYMENTS IN 1951 


The Over-all Current Account 

The main items in Canada’s current receipts and pay- 
ments with the world as a whole and with the chief trading 
areas are shown in the table on page 3. In more summary 
form, the over-all current account for 1950 and 1951 is as 
follows: 


Current Account Transactions with All Countries 
1950 and 1951 


(millions of Canadian Dollars) 

















Commodity 
Trade Other Current 
(Adjusted) Transactions Total 
1950/@redits (exports)...w.).. 7.0 Jose 3,139 1,161 4,300 
Debits (imports) eas. Bee. 38129 1,500 4,629 
Net Balance lias as + 10 — 339 — 329 
195i; Eredits (exports) ots tees eee 3,950 1,391 5,341 
Mebits (iniparts) yas Wut. oe 4,103 1,762 5,865 
Net: Balance nee. f.aun —153 — 371 — 524 


The emergence of a commodity trade deficit in 1951 was 
the main cause of the deterioration in the current account 
position. The invisible accounts also showed some weakening 
on balance, particularly as a result of heavier Canadian 
tourist expenditures abroad. 


Merchandise exports in 1951 were 26 per cent higher in 
value than in 1950. Export prices rose steadily throughout 
the year and on average were 13 per cent higher than in 1950; 
the increase in physical volume was 11 per cent. The value of 
imports increased by 29 per cent. Import prices rose by 
approximately 14 per cent, and physical volume by about 13 
per cent. 


For the year 1951 as a whole, therefore, Canada’s terms 
of trade showed no major change compared with the average 
for 1950. During the first half of the year, import prices rose 
more rapidly than export prices; in the latter half, however, 
import prices turned downward, while export prices continued 
to rise slightly. By the end of 1951, the import price index 
was only about 4 per cent higher than at the end of 1950, 
while the export price index had risen 12 per cent. 


es 


Most important export staples shared in the increase in 
export earnings in 1951. Among the main contributors, in 
volume as well as value, were wheat, flour and coarse grains 
(which had been depressed in 1950) pulp, newsprint and 
pulpwood, aluminum, nickel and asbestos. There was also an 
important and welcome reversal of the steady fall in exports of 
manufactured goods which had been in progress for some years 
because of overseas import restrictions. A wide range of these 
exports increased substantially in value, notable examples 
being rubber products, farm implements, autos and trucks 
and machinery. Although export earnings from the sale of 
manufactured goods in 1951 were still well below earlier 
peaks, the increase over 1950 was roughly one-third. Since 
a considerable portion of this increase went to overseas 
markets which are again experiencing acute exchange diff- 
culties, this sector of our exports may prove to be vulnerable. 


While exports advanced steadily and reached their peak 
in the final months of 1951, imports attained their highest 
level before mid-year and slackened irregularly thereafter. 
Imports of consumer goods generally, and autos and trucks, 
were consistently at a high level throughout the first half, 
and in the second quarter there was in addition a sharp 
upsurge in imports of raw materials, semi-manufactured 
goods and capital equipment. ‘This reflected in part an 
increase in inventories. During the summer and autumn 
imports of durable consumer goods and automotive equip- 
ment fell off; so did raw material imports, owing both to 
lower volume and declining prices. Imports of semi-manu- 
factured goods and capital equipment, however, remained 
high. 


The treatment of certain exports and imports of defence 
equipment in the calculation of the current account balance 
requires some elaboration. The aim has been to relate the 
balance of payments statement as closely as possible to 
payments rather than to physical transfers. Under section 
3 of the Defence Appropriation Act, defence equipment, 
supplies and services were transferred by Canada to North 
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Atlantic Treaty countries in amounts valued at $57 million 
in 1950 and $165 million in 1951. Since these shipments and 
services brought in no cash return, they have for the purposes 
of the current balance of payments statement been offset 
by inserting an equivalent debit item. These shipments and 
services do, of course, represent a physical contribution by 
Canada to the resources of overseas countries, which in most 
cases require replacement from domestic or United States 
sources. On the other hand, Canadian purchases of defence 
supplies from the United States, partly in replacement of 
equipment transferred to other countries by Canada under 
section 3 of the Defence Appropriation Act, are included in 
the trade statistics for imports and in the balance of payments, 
since these are paid for in cash. In addition, prepayments for 
defence supplies ordered from the U.S. but not yet delivered 
are included in the adjusted figure for commodity imports 
shown in the balance of payments, along with purchases of 
defence supplies delivered direct from the U.S. to the Canadian 
forces abroad. ‘The increase in payments and prepayments 
for defence supplies in 1951 was an important factor account- 
ing for the substantial rise in Canada’s over-all deficit. It 
should be borne in mind that only a part of this increase in 
the payments deficit represents an increase in Canada’s net 
absorption of physical resources from abroad. 


Among current transactions other than merchandise 
trade, perhaps the most notable development in 1951 was the 
continued rapid growth of Canadian expenditure on travel 
abroad, so that, for the first time in our recorded balance of 
payments history Canadians spent more on foreign travel than 
tourists from other countries spent in Canada. The emergence 
of this deficit on travel account was largely offset, however, 
by a reduction in our net interest and dividend payments 
abroad compared with 1950. In this connection, it will be 
noted that the first instalment of interest payments on the 
1946 Canadian loan to the United Kingdom, amounting to 
$24 million, fell due and was received at the end of 1951. 
Most other categories of invisible payments and receipts 
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increased somewhat during the year, partly owing to higher 
prices, and on balance Canada’s deficit on all current trans- 
actions other than trade rose by $32 million. 


The Regional Paitern in Trade 

The following tables give percentage figures of the desti- 
nation of our commodity exports and the source of our 
commodity imports in recent years: 


Destination of Commodity Exporis 
Other Other 


United United Sterling OTeE.C. Other 

States Kingdom Area Countries Countries 
Po 5 oun era 37% 10% 1% 9% 
LOA ins Si hid sence: © 39 28 igs) 12 8 
PLUS: Sah ae ee 65 i 6 7 7 
POS IR 2 aL. & 59 16 7 9 9 


Source of Commodity Imports 


Other Other 
United United Sterling O:E. EC, Other 
States Kingdom Area Countries Countries 
1935-309 ge. 61% 18% 11% 6% 4% 
Ee Le ea 77 7 6 2 7 
LOBOS et eee eee 67 13 8 3 9 
LOTS RA are nee ae 69 10 8 4 9 


From 1947 to 1950, the pronounced bilateral disequi- 
librium which had previously been a feature of our trade with 
the main areas of the world narrowed very considerably. 
This resulted from a variety of causes, including an increase 
in imports from the United Kingdom; the phenomenal advance 
in prices of overseas raw materials, such as wool, tin and rubber 
in the second half of 1950; the intensification of import re- 
strictions in the sterling area and elsewhere; and a keen 
demand in the United States for many of the goods which 
customarily we had shipped overseas. As a result of these 
changes, our merchandise trade came relatively close to being 
balanced both with the United States and the sterling area 
in 1950. As the following tables show, however, this process 
was sharply reversed in 1951: 
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Merchandise Exports, Imports and Balance of Trade by Country 
































Groupings 
(millions of dollars) 
1950 1951 

First Second First Second 
Hait Half Half Half 

Exports* 
United iStatesas. auido. bv. 917 1,134 1 eiay 1,207 
Wiited Kinedoni i. eee ie 237 235 254 382 
Other sterling area countries 102 99 113 151 
AlPothervcountries....0 01). went 192 241 268 461 
(Lotal sce 1,448 1,709 1 eGZ 2201 

Imports 
United States.. ie 2 at ORME UU 1,126 1,473 1,340 
United Kingdom. . ie 187 D1 225 196 
Other sterling area countries. . 97 146 148 161 
All other countries. 025 42.5.4: « 164 2a2 pict) 285 
Rota Mua Ales 1,453 L724 2403 1,982 

Balance 
United’ States... .... reams. ae —88 + 8 — 346 — 133 
United Kingdom.. iy +50 +18 +29 +186 
Other sterling area countries. + 5 —47 — 35 —10 
All other countries........... +28 + 9 +11 +176 
Wet Balance tee — 5 —12 — 341 +219 


*Includes re-exports. 


While exports to the United States in 1951 remained at 
about the levels reached in the second half of 1950, imports 
from that country rose sharply in 1951, particularly in the 
first half of the year, so that a substantial trade deficit 
appeared. With overseas countries, on the other hand, our 
export surplus increased rapidly throughout 1951. Indeed, the 
rise in total exports was nearly all directed overseas, partic- 
ularly to the United Kingdom, Western Europe and Japan. 
This reflects the effects, after a time lag, of the considerable 
improvement which had taken place in the dollar position of 
overseas countries in 1950 and the early part of 1951, the 
greater availability of Canadian supplies (notably wheat and 
flour) for export, and the re-entry of Germany and Japan into 
active trading. However, the rapid deterioration in many 
Overseas countries’ foreign exchange reserves since the middle 
of 1951 has led to extensive restrictions on imports from hard 
currency countries. It is not possible at this stage to estimate 
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the effect of these new restrictions on our exports: our sales of 
non-essential goods were already severely restricted and an 
element of strength in the present position is the essential 
and strategic character of most of our exports to these 
countries. 

The distribution of the increase in our exports in 1951 is 
shown in the table below. 


Canadian Domestic Exports in 1950 and 1951 Classified by Type 
and Destination 
(millions of dollars) 


Manutfac- 
Farm : Forest Metals tured and Total 

Destination Products Fish Products and Chemicals Misc. 

Minerals oods 
United:States. sen. ... 0. 1950 302 80 1,009 388 Oy 185 2,021 
1951 382 85 1,104 420 66 241 2,298 
United Kingdom........ 1950 276 5 40 133 5 11 470 
1951 249 8 140 210 9 15 631 
Other Sterling Area...... 1950 67 5 28 14 6 79 199 
1951 80 6 51 19 6 102 264 
Western Europe and 1950 81 15 6 51 14 31 198 
Colonies! eo sst< sis coed 1951 183 11 37 WZ 26 34 363 
ating Amenicaya.). «ce. 1950 45 11 14 15 4 61 150 
1951 51 12 25 28 6 94 216 
All Other Countries...... 1950 46 1 4 4 7 18 80 
1951 1: 1 25 9 6 29 142 
UNOCAL ARETE ceeeite sie aie. sts 1950 817 118 1,102 605 93 383 3,118 
1951 1,018 123 1,382 757 120 514 3,914 


The increase in total value of exports to the United 
States in 1951 can be attributed to higher export prices; 
indeed, the rise in value probably conceals a decrease in 
physical volume in the case of metals and minerals and certain 
other items. Increases in output in Canada’s export industries 
in 1951 were nearly all directed overseas. Larger quantities of 
farm products, chiefly wheat and flour, figured prominently 
in increased exports to Western Europe and the residual group 
of countries; forest products rose steeply in both volume and 
value to all overseas countries, as did metals and minerals to 
most markets abroad. 


The Capital Account of the Balance of Payments 


The regional distribution of capital account transactions 
between Canada and foreign countries in 1951 is given in the 
table on page 10. 

In my report for 1950, I drew attention to the spectacular 
inflow of private capital which reached its peak in the third 
quarter of that year. Circumstances at the time strongly 
suggested that the inflow was motivated in large measure by 
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expectations of an upward revaluation of the Canadian dollar 
and a consequent capital gain. To a great extent, the influx 
of capital took the form of an acquisition by United States 
residents of Canadian debtor securities and balances payable 
in Canadian funds. This raised the possibility that non- 
residents would withdraw their funds on a substantial scale 
in the event of a marked appreciation in the exchange value 
of the Canadian dollar. From the suspension of fixed exchange 
rates on September 30th, 1950 to the end of 1951, however, 
any withdrawal of short-term foreign capital from Canada 
which took place was more than offset by fresh inflows of 
longer-term capital, even though the Canadian dollar rate 
did rise considerably and was approaching parity with the 
United States dollar by the end of this period. 

Although the net inflow of capital from the United States 
in 1951 was not as large as in the previous year—$560 million 
as compared with $960 million in 1950—it was still much 
greater than we have normally received in the past. The table 
on page 12 shows marked changes in the composition of this 
capital inflow as well as in its aggregate size. In contrast to the 
emphasis in 1950 on purchases of outstanding securities and 
increases in Canadian dollar balances and similar short-term 
investments, by far the greater share in 1951 went into the 
placement of new issues and into direct investment. This 
suggests that the inflow of capital into Canada has been taking 
on an increasingly long-term character. 

Foreign purchases of new Canadian issues in 1951 
amounted to more than $400 million. Provincial government 
issues accounted for almost two-thirds of this total, and with 
the inclusion of municipal and other government issues as 
well, non-corporate issues accounted for roughly five-sixths of 
the total. Most of the new issues occurred in the second and 
fourth quarters. Retirements of Canadian issues held in the 
United States amounted to $159 million, with Government 
of Canada and CNR issues accounting for approximately 
half the total. Direct investment inflows from the United 
States reached the high figure of $259 million. These resources 
went not only into wholly new undertakings, but also, to an 
important extent, into projects already under way and now 
approaching the stage of maximum outlays. As in earlier 
years, the largest share—possibly almost half—was directed 
into petroleum development in the prairies; iron ore devel- 
opment in Labrador, other mining ventures, and pulp and 
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paper expansion also involved large-scale capital investment 
from abroad. Substantial amounts of foreign capital also went 
into new manufacturing facilities and the extension of existing 
plants. It will be noted from the table that the balancing item 
“other net private capital movements’’ again showed a net 
capital inflow, though considerably less than in 1950. This 
item includes, among other factors, the effect of “leads and 
lags’’ in payments for our imports and exports. 

In addition to the inflow of capital from the U.S., there 
were certain new and increased capital receipts from overseas 
countries in 1951. Continental European countries bought 
outstanding Canadian securities to a net amount of $34 
million. Besides repayments on the 1942 Loan, the United 
Kingdom made the first principal repayment on the $1,250 
million Loan of 1946, amounting to $14 million. On the other 
hand there was a sharp reversal of the increase in dollar 
balances held by sterling area governments which had taken 
place during the previous two years. | 

Large as these recorded net inflows of capital were in 1950 
and 1951, they understate by a considerable margin the total 
of foreign investment in Canada in these years, since they do 
not include reinvested earnings of foreign branch plants and 
afhliates. It is necessary to go back almost a generation in 
Canadian history, to the late twenties, to find a comparable 
period of foreign investment in this country. Probably a 
closer parallel is the period of expansion and capital inflow 
between 1900 and 1914, though the proportion of total invest- 
ment financed by domestic capital is, of course, much higher 
today. 

The interdependence of investment expenditure and the 
balance of payments is quite pronounced in the case of 
Canada, though the relationship is by no means a simple one. 
The table on page 14 throws some light on certain aspects of 
this interdependence. Gross domestic investment in Canada 
has been running at a very high rate since World War II 
(and particularly during the past two years) both in absolute 
money terms and as a percentage of gross national expenditure. 
Heavy investment expenditures and a generally high levelfof 
economic activity have stimulated a strong demand for 
imports, reflected in the high ratio of imports to gross national 
expenditure since the war. In the years immediately following 
the war, Canada was investing abroad as well as at home, with 
a substantial current balance of payments surplus largely 
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financed by official loans to overseas countries. In 1950 and 
1951, with the stepping up of defence expenditures in the 
western countries and with the increased needs which 
developed for Canada’s basic resources, the rate of domestic 
investment increased still further, and the balance of pay- 
ments moved into current deficit. 

Foreign participation in the financing of Canada’s 
domestic investment projects has, of course, increased our 
interest and dividend payments abroad. It is interesting to 
note, however, that the increase in Canada’s total export 
income has so far more than kept pace with the increase in 
such payments. 


FOREIGN EXCHANGE RATES 


The following chart shows the average monthly foreign 
exchange value of the United States dollar and the highs 
and lows in terms of Canadian funds from October 1950 to 
December 1951: 


UNITED STATES DOLLAR IN CANADIAN FUNDS 
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The table below shows the monthly averages of quota- 
tions in cents per unit for transactions between banks in the 
exchange market from October 1950 to December 1951, for 
U.S. dollars and sterling. 


USS. $ Sterling 

1950 WOctobert: 22... Ge. ela ats aie 105-34 294-96 
IN GVETLDCT hue cis ee is tee 104-03 291-23 
Decemouer sic). ere eee 105-31 294-86 

TOR TOR yy eda ie aarti ae LOS ol 7 294-46 
REDTUALY cae ark anaeet o Omemee 104-92 293-82 
Marchi ieee, ok Re ee 104-73 293-29 
PAT TLE Oh SRE EN gaa ER, 105-99 296-74 

NS Te SR MAHER a Up Tg 2h 106-37 297-89 

ULE cL A Me ee UC ae 106-94 299-41 
yan rare Geek eaten 106-05 296-90 

EX SU erent rag ite eceres gee 105-56 295-46 
Hee m Dey. wat hae weer ete 105-56 295-46 
(CEO CE ad hae) aii), . ei JN ae 105-08 294-11 
INOVENI DCE. Cc te ee 104-35 292-06 

TSee tn bers hao. write aoe ean 102-56 286-49 
Annual AveracesM 950.46. 21d ek teem 108-93 304-47 
LOD) hele ees a ee ee 105-28 294-68 


CHANGES IN EXCHANGE CONTROL POLICIES AND METHODS 


The more important changes during the year in the 
Foreign Exchange Control Regulations and administrative 
policies prior to the abolition of exchange control are referred 
to below. 


Travel 

In February 1951 the Regulations were amended to 
increase from $50 to $100 the amount of United States cur- 
rency which a resident might retain in his possession and the 
exemption from permit for the export of currency by resident 
travellers was changed from $50 in United States currency 
and a total of $100 in both United States and Canadian cur- 
rency to a combined total of $100 in either currency. 


Miscellaneous Remutiances 

In February also the Regulations were amended to 
increase from $50 to $100 the general exemption from com- 
pletion of a permit form for applications for United States 
dollars in forms other than currency. At the same time the 
authority of banks and other agents to sell United States 
dollars for benevolent remittances was increased from $50 to 
$100 per applicant per month. 
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Change of Residential Status 


Commencing in October 1951 a resident of Canada moving 
to a United States dollar area country was permitted to trans- 
fer up to $25,000 at the time of departure and, upon investing 
any remainder of his cash assets in Canadian securities, was 
treated immediately as a non-resident for exchange control 
purposes. Accordingly he could thereafter obtain the transfer 
of any Canadian income or was free to export and sell his 
Canadian securities outside Canada. Previously, the maxi- 
mum amount of funds that could be transferred was $25,000 
a year for three years and only at the end of that period was an 
emigrant regarded as a non-resident with respect to any bal- 
ance of his assets in Canada. 


New Direct Foreign Investments by Canadian Residents 


After October 1951, favourable consideration was given 
to applications by Canadian mining and oil interests who 
wished to obtain United States dollars to make direct invest- 
ments abroad in mining and oil properties. Up to that time 
such applications had not ordinarily been approved. 


Termination of Exchange Control 


On December 14, 1951 the Foreign Exchange Control 
Regulations were revoked by the Governor-in-Council and 
new Regulations were passed which exempted all persons and 
transactions from the various declaration and permit require- 
ments of The Foreign Exchange Control Act, thus terminating 
exchange control in Canada. The following statement was 
made by the Minister of Finance in the House of Commons: 


‘‘T wish to make an important announcement with regard to 
foreign exchange control. Members of the House will recall that 
when the Government introduced the Foreign Exchange Control 
Act in 1947, and when we introduced bills extending it for two year 
periods in 1949 and 1951, we made it clear that we regarded exchange 
control as a regrettable necessity with which we would gladly dis- 
pense when conditions permitted us to do so. The present Act 
expires 60 days after the commencement of the first session of 
Parliament commencing in the year 1953. During the past year or so, 
there has been a progressive relaxation of Canadian exchange 
restrictions: the travel restrictions were abolished in October, 1950; 
the last of the import restrictions imposed for exchange reasons were 
done away with at the beginning of this year; and in the course of 
1951 there have been a number of quite extensive relaxations in the 
administrative procedures followed by the Foreign Exchange Control 
Board under my direction with respect to capital movements and 
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other matters. At the present time, exchange control bears very 
lightly on the Canadian economy. These welcome developments 
have naturally caused me, as the responsible Minister, to give 
earnest consideration to the question whether the time was approach- 
ing when I could recommend to the Government that exchange 
control be done away with. In considering this question, it has 
fortunately not been necessary for me to make any forecasts 
regarding the tranquility or roughness of the waters which lie ahead; 
my task has been the more limited one of trying to decide whether 
there is sufficient likelihood that we shall wish to make use of 
foreign exchange restrictions to deal with whatever problems do in 
fact arise in the future to justify the continued retention of the 
powers contained in the Foreign Exchange Control Act and the 
administrative apparatus necessary to carry out its provisions. 
The conclusion I have come to is that we would be better advised 
not to rely on exchange restrictions, but rather on the general 
handling of our domestic economic situation to keep us in reason- 
able balance with the outside world and to maintain the Canadian 
dollar over the years at an appropriate relationship with foreign 
currencies. This view has been shared by my colleagues, and the 
Government has today amended the Foreign Exchange Control 
regulations so as to exempt all classes of transaction covered therein 
from permit requirements. I am laying on the table of the House 
a copy of the Order in Council by which this has been done. Its 
general effect is that foreign exchange control has been abolished in 
Canada. 

“It is the present intention of the Government to introduce at 
the next session of Parliament if the legislative program permits, and 
at all events before the present Act expires, a measure repealing the 
Foreign Exchange Control Act and substituting therefor a new 
Exchange Fund Act drafted along the same general lines as those 
parts of the Foreign Exchange Control Act which have to do with 
the operation of the Exchange Fund. Meanwhile, the Exchange 
Fund, which holds the official reserves of gold and foreign currencies, 
continues in being and in operation under the Foreign Exchange 
Control Act and is available to contribute to orderly conditions and 
as a factor of stability in the exchange market. 

Foreign exchange control was one of the basic instruments for 
effective utilization of our resources for the conduct of the war. 
During that period and during the period of post-war re-adjustment 
the circumstances and problems which arose often placed a heavy 
burden upon the administrative staff. On this occasion I wish to 
express, on behalf of the Government, appreciation of the efficient 
and devoted services which the staff has always given in the ful- 
filment of its duties. I wish also to express appreciation of the co- 
operation which we have received from the agents of the Board, 
business organizations and the public generally.” 
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FINANCIAL STATEMENTS 


Assets and Liabilities 

The assets of the Exchange Fund Account at the end of 
1951, as shown in the statement attached, consisted princi- 
pally of gold, United States dollar balances and investments in 
United States Government securities. Sterling holdings were 
somewhat lower than the previous year, being equivalent 
to just under $18 million. With the discontinuance of exchange 
restrictions and the re-establishment of a free exchange market 
it was felt unnecessary for the Exchange Fund to carry as 
large working balances in sterling as were held at the end of 
1950. As in previous years no other foreign currencies were 
held in the Exchange Fund. 

The main liabilities of the Exchange Fund at the end of 
1951 consisted of advances by the Minister of Finance from the 
Consolidated Revenue Fund totalling $1,880 million, an 
increase of $215 million from the previous year’s figure, the 
additional funds being required to finance increased holdings 
of gold and foreign exchange, including certain amounts which 
had been held by the Bank of Canada at the end of 1950 
under contract for future delivery to the Exchange Fund 
Account. 


Earnings 

As stated in last year’s Report the earnings of the 
Exchange Fund since the withdrawal of official exchange rates 
on September 30, 1950 have been limited to those derived 
from investments and deposits. Since that time no payment 
of interest on advances from the Consolidated Revenue Fund 
has been made. 

Earnings from foreign balances and investments for the 
year, which have been transferred to the Consolidated 
Revenue Fund, were $12-6 million. This figure compares with 
$8-5 million in 1950. The increase is due in part to larger 
average holdings and in part to higher interest rates in 1951 
than in 1950. 


Foreign Exchange Transactions 

Transactions of the Exchange Fund Account in the 
market in United States dollars were directed to helping to 
maintain orderly conditions without preventing basic supply 
and demand factors from determining the level of the rate. 
In addition to entering into spot transactions for this purpose, 
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the Exchange Fund Account undertook forward transactions 
with the banks to assist them in making forward rate pro- 
tection available to their customers on reasonable terms. In 
the latter part of the year, as United States dollars declined 
in value, there was a closer approach to balance in the forward 
exchange market and these arrangements were less needed 
and used. 

Transactions of the Account in the market in sterling 
were similar in character to those in United States dollars, 
consisting of spot and forward transactions designed to ensure 
orderly conditions in the Canadian market. In addition, 
until December 17th purchases and sales of sterling against 
United States dollars were undertaken with Canadian banks 
at the official rates prevailing in the United Kingdom in order 
to ensure that market rates for sterling in Canada reflected 
those rates. After that date, as a result of certain changes 
in the United Kingdom exchange arrangements, this was 
ensured by the ability of Canadian banks to deal freely in 
sterling in the New York market. 


Gold Transactions 
The following statement summarizes the gold trans- 
actions in the Exchange Fund Account in 1951: 


(millions of 





U.S. dollars) 
Purchases 
Prom, viinister of Panarnce,) 2 9.) ee $134-2 
From Federal Reserve Bank of New 
VDE ES Sei dk ca ack SETI eee 10-0 
From, other:¢entralvbanks ss. oc: oidaa yok 145-7 $289-9 
Sales 
otoreion’ cen tralubanks'.:p)) sss eee ee 2oe2 
Net increase in gold holdings in 1951....... 2015/7 





*This increase is expressed in terms of United States dollars and therefore differs 
from the increase in gold holdings indicated by the appended balance sheets for 1950 
and 1951 which are expressed in Canadian dollars. 


The gold holdings of the Exchange Fund Account are 
carried on the books at a figure which reflects the cost of 
realization of gold in the United States. All sales were made 
on the basis of $35 U.S. per fine ounce. To a large extent the 
gold purchased from foreign central banks during 1951 repre- 
sented the repurchases of gold sold during the previous year, 
the gold remaining under earmark in Ottawa. 
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Deficit Account | 

The appreciation of the Canadian dollar in the course of 
1951 necessitated a writing-down of the gold and foreign 
exchange assets held in the Exchange Fund Account. At 
December 31, 1951, these were revalued on the basis of the 
exchange rates prevailing on that day, namely $1.01 3/16 for 
the United States dollar and $2.81 3/8 for sterling, which 
compared with rates of $1.05 15/16 for the United States 
dollar and $2.96 3/8 for sterling at which ho'dings were valued 
at the end of 1950. The consequent reduction in the Canadian 
dollar value of gold and foreign exchange assets, including the 
effect of the transactions which took place during the year, 
increased the deficit account from $43-8 million at the end of 
1950 to $125-6 million at the end of 1951. 


Operating Expenses 

In accordance with The Foreign Exchange Control Act, 
the Bank of Canada furnished the staff, premises, office 
supplies and equipment required by the Board and other 
expenses were met out of moneys appropriated by Parliament. 
The administrative expenses of exchange control are therefore 
not reflected in the Exchange Fund Account. 

The number of Bank of Canada staff engaged on duties 
for the Board at the termination of control on December 14, 
1951 was 351, compared with 403 at the beginning of the year. 
The overall cost of administration was $1,274,887 in 1951 
compared with $1,412,336 in 1950.! 

I wish on this occasion to record my sincere appreciation 
of the efficiency and devotion to duty of members of the staff, 
not only during the past year but during the whole period of 
exchange control in Canada. 

Yours faithfully, 
G. F. TOWERS, Chairman. 


1Cost of administration in 1951 was made up as follows: 





Expenditure by Bank of Canada for staff, premises, 
office supplies and equipment, and travelling 
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EDMOND CLOUTIER, C.M.G., O.A., D.S.P. 
QUEEN’S PRINTER AND CONTROLLER OF STATIONERY 
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